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Causes of Rigidity in SMEs' Export Commencement Decision 
 
Abstract 
Today, small-medium sized enterprises (SMEs) collectively contribute to the largest percentage of job 
creation in OECD countries. SMEs have become increasingly international since the turn of the 
century despite being smaller in size in comparison to large multinational firms, and notably, 
exporting is the most favoured mode of international market entry utilised by SMEs in their 
internationalisation strategy. Governments around the world have acknowledged the importance of 
export promotion and have employed policies that are targeted at increasing the export activity of 
SMEs. However, in many countries, the involvement of SMEs in export operations remains rather 
low. Within Australia, for example, only about one-third of local SMEs are exporting and this raises 
an important question as to why there is such a huge percentage of non-exporters.  
 
Much scholarly research that focuses on this problem has concentrated on the broad concept of 'export 
barriers' that act as obstacles to a firm's export development. This paper takes a different approach to 
previous studies and proposes that a firm's resistance to commence exporting can be better understood 
through an analysis of the behavioural decision process during its pre-export state. Using a sample of 
Australian SMEs, the factors that are important in preventing a firm’s initial export commencement 
decision are categorised and discussed through the use of factor analysis. 
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1. Introduction 
 
In today's globalised business environment, firms are increasingly encouraged to expand their 
operations across international markets. Among small-medium size enterprises (SMEs) in 
particular, studies have shown exporting to be the most popular mode of international market 
entry (Mittelestaedt, Harben & Ward, 2003; Voerman, 2003; Leonidou, Katsikeas, 
Palihawadana & Spyropoulou, 2007). Much has been discussed in the literature about the 
benefits of exporting as the preferred internationalisation mode for smaller-sized businesses. 
Exporting may enhance a firm's innovation and competitiveness (Harcourt, 2001), and unlike 
other more committed modes of international market entry such as foreign direct investment 
(FDI), exporting presents a lower level of risk and resource commitment while offers a 
greater potential for flexibility in managerial actions (Arteaga-Ortiz and Fernández-Ortiz, 
2010).  
 
It has been suggested that SMEs represent more that 95% of business enterprises across the 
world and account for at least 60% of employment in the global private sector (Ayyagari, 
Demirgüç-Kunt and Maksimovic, 2011). Despite their smaller size in comparison to large 
multinational firms, SMEs have collectively contributed the largest percentage of job creation 
in OECD countries since the 1970s (Peacock, 2004). The OECD (2009) has affirmed that 
SMEs are directly responsible for much of the innovation, flexibility and dynamism of 
developed nations. Notably, SMEs have also become increasingly international since the turn 
of the century, contributing between 25% to 35% of world exports of manufactures and 
generating between 10% to 40% of turnover through cross-border activities (OECD, 2006).  
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The growth of SMEs and their positive impact on a nation's economy have been 
acknowledged by governments around the world, and notably, policymakers have employed 
practices that are targeted at increasing the export activity of their local SMEs. This can be 
seen in the sharp rise in the number of export promotion agencies (EPAs) created worldwide 
since the 1980s. According to a World Bank report, the number of EPAs tripled between the 
mid-1980s to the mid-2000s (Lederman, Olarreaga & Payton, 2006). In most cases, EPAs are 
established with an aim at providing exporters with assistance in market selection and 
development (Alvarez, 2004). Within Australia, the government's Export Market 
Development Grants (EMDG) scheme is specifically aimed at encouraging more SMEs to 
export by covering part of their export-related promotional expenses (Austrade, 2013). 
 
However, despite the efforts and attention by governments to convince more businesses to be 
involved in the international markets as exporters, the fact is that a rather large percentage of 
SMEs in many countries remain to be non-exporters and have no involvement in any sales 
activities outside their domestic borders. According to a recent report by EFIC (2014), only 
about 34% of Australian SMEs are exporting goods overseas. The same report also shows that 
at least 80% of non-exporting Australian SMEs have no intention to export overseas over the 
next twelve months. This problem is evident not only in Australia. In the UK, a much cited 
report has noted that only one out of five local SMEs are actually exporting (CBI, 2014). And 
in Canada, recent statistics shows that only about 10% of small businesses and 34% of 
medium businesses are exporting, with about 12% of SMEs planning to expand into 
international markets within the next three years (IC, 2013).  
 
An important issue to raise is: why is there such a huge percentage of SMEs that are not 
exporting despite the well-understood benefits associated with export activity? Currently, the 
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bulk of scholarly research aimed at understanding firms' lack of involvement and difficulty in 
undertaking export activity have focused on the broad concept of 'export barriers' (Morgan & 
Katsikeas, 1997; Julian & Ahmed, 2005; Vivekanandan & Rajendran, 2006; Crick, 2007; 
Ojala & Tyrväinen, 2007; Milanzi, 2012). Export barriers may refer to any internal or external 
obstacles that either "hinder or inhibit companies from taking the decision to start, develop or 
maintain international activity" (Leonidou, 1995: 31). Although export barriers has received 
significant research attention over the past three decades, some notable shortcomings have 
been raised such as the lack of sufficient theoretical development (Morgan & Katsikeas, 
1997), the fragmented nature of the research area and limited studies into the impact of 
barriers on export development (Leonidou, 2004), and the lack of homogeneity and 
uniformity in classifying barriers and in understanding their relative importance (Arteaga-
Ortiz and Fernández-Ortiz, 2010). Notwithstanding these criticisms, researching SMEs lack 
of export involvement presents valuable opportunities for both theoretical and practical 
advancement. To take a different approach from existing research on export barriers, this 
study will not focus strictly on export barriers per se. Instead, this paper will review and 
analyse the behavioural process underpinning internationalisation decision-making and 
attempt to identify the relevant factors responsible for preventing a decision-maker's initial 
export commencement decision.  
 
A dominant theoretical approach in the behavioural internationalisation literature is the 
Uppsala model, which explains internationalisation as a process of 'state' to 'change' transition 
resulting from experiential knowledge accumulation and risk reduction (Johanson & Vahlne, 
1977). Of date, a well-recognized limitation of this model is that it does not explicitly address 
the commencement of internationalisation (Luostarinen & Welch, 1990; Lamb & Liesch, 
2002; Johanson & Vahlne, 2009). In other early behavioural studies, a pre-export model was 
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proposed that highlights interaction between decision-makers and attention-evoking (stimuli) 
factors from the environment that are responsible for influencing an export commencement 
decision (Wiedersheim-Paul, Welch & Olson, 1975; Wiedersheim-Paul, Olson and Welch, 
1978). Although this model was later adopted by Caughey and Chetty (1994) in a case study 
on New Zealand firms and reinterpreted in a conceptual study by Tan, Brewer and Liesch 
(2007), there has been little scholarly research that expands on the theme identified in this 
pre-export literature. Most importantly, there is limited explanation as to why some firms that 
have been exposed to positive export stimuli may not necessarily initiate an export 
commencement decision but would prefer to remain within a pre-export state. This issue is of 
research relevance due to the possibility that many currently non-exporting SMEs could 
already be export capable but yet, due to some reasons, have not made the decision to 
commence exporting. 
 
This paper proposes that a firm's resistance to commence internationalisation through 
exporting can be better understood through a review of the behavioural decision process 
during its pre-export state. We ask the research question, “What are the factors responsible for 
causing rigidity in SME's initial export commencement decision?” We have two key 
objectives: first, to provide an empirical study that expands on the early pre-export literature 
and the Uppsala model, and second, to identify the factors that are important in preventing a 
firm’s initial decision to commit sales to a foreign market. The paper begins with a discussion 
of export decision-making through a review of the behavioural internationalisation literature. 
We then describe a survey undertaken with Australian firms, eliciting data on variables that 
may inhibit export commencement. Using exploratory and confirmatory factor analysis, the 
key concepts are categorised and discussed.    
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2. Export Commencement Decision During the Pre-Export State 
 
2.1 Theoretical Background of Behavioural Internationalisation Research  
The origin of behavioural internationalisation research can be traced back to the 1970s 
through its two theoretical starting points: the Behavioural Theory of the Firm (BTF), and the 
Theory of the Growth of the Firm (TGF) (Johanson & Vahlne, 2003). Both theories originated 
during the period of the late-1950s to early-1960s as attempts at addressing the shortcomings 
of the neoclassical approach to organisational science (Mahoney, 2005; Barney, 1991). Cyert 
and March’s (1963) BTF highlights firms’ limited knowledge of markets and resources and 
the need for decision-making routines that rely on bounded rationality and satisficing, while 
Penrose’s (1959) TGF highlights the importance of experiential knowledge and the 
appropriate application of resources to a firm’s growth.  
 
The concept of bounded rationality is the central core feature in the BTF. As proposed by 
Simon (1952), the concept of bounded rationality argues that decision-makers either do not 
know or do not have access to all necessary information to make a fully rational decision, and 
this implies the need for decision-makers to set targets for the purpose of ‘satisficing’ rather 
than ‘optimising/maximising’ the best potential solution. In contrast with neoclassical theory 
that proposes that firms take their rules and forms as a way to respond to and to survive 
external environmental challenges, the BTF argues that firms are slow to evolve according to 
external demands, and instead, it is an “adaptive institution” that “learns from its experience” 
(Cyert & March, 1963: 118). As a whole, the BTF proposes that firms are characterised by: 
the quasi-resolution of conflict, bounded rationality, uncertainty avoidance, problemistic 
search, organisational learning, and sequential attention to goals (Bowen, 2007). 
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The TGF proposes that a firm’s growth is best explained by its ability to effectively use, 
manage and develop its resources (Penrose, 1959). Unlike neoclassical theory which assumes 
that resources are mobile and that firms are homogenous, the TGF places emphasis on the 
heterogeneity and immobility of resources (Barney, 1991). It highlights a firm’s role in 
achieving competitive advantage as being the result of its stock of valuable and inimitable 
resources (Bowen, 2007). The key principles of the TGF are that: first, firms are bundles of 
resources that are managed by entrepreneurs to produce and sell goods or services with an 
aim to achieve long-term profits; second, experience creates knowledge for the firm, and this 
knowledge can be either ‘objective’ (easily transmitted) or ‘tacit’ (difficult to transmit); and 
third, unused resources exist in firms and are important drivers for development and 
innovation (Penrose, 1959). 
 
2.2 The Uppsala Model and Pre-Export Model 
Behavioural internationalisation studies highlight the gradual and progressive nature of the 
internationalisation process (Andersen, 1993; Gankema, Snuif & Zwart, 2000; Chetty & 
Campbell-Hunt, 2004), most prominent of which are probably the frequently cited 1970s 
Uppsala-based studies (Johanson & Wiedersheim-Paul, 1975; Johanson & Vahlne, 1977). As 
stated by Johanson and Vahlne (1977), the development of the Uppsala internationalisation 
process model was strongly influenced by both the BTF and TGF, which have provided the 
model’s theoretical underpinnings that emphasise an interplay between knowledge 
development and increasing foreign market commitment.  
 
The rationale behind the Uppsala model’s incremental commitment process to 
internationalisation is underpinned by Penrose’s (1959) definition of experiential knowledge. 
Penrose (1959: 53) defines experiential knowledge as being “the result of learning, but in the 
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form of personal experience” and distinguishes it from objective knowledge that “can be 
formally taught… expressed and transmitted to others”. Unlike objective knowledge, 
experiential knowledge only arises from direct experience and cannot be easily transmitted. In 
their theoretical explanation, Johanson and Vahlne (2003) further distinguish between 
experiential knowledge that is market-based (acquired through experience in the specific 
market) and experiential knowledge that is firm-based (concerned with its own resources and 
ability to develop international operations). Through a firm’s gaining of experiential 
knowledge, a process of ‘change’ is effected in the way that knowledge is acquired and used. 
The Uppsala model highlights internationalisation as an interaction between the attitudes that 
form the basis for decision-making and the actual behaviour that arises from international 
experiences (Nordstrom, 1991). 
 
In the Uppsala model (refer to Figure 1), a 'state' to ‘change’ transition denotes a firm's 
additional commitment to internationalisation. Although critics have commented that the 
Uppsala model says nothing about the beginning of the internationalisation process (Lamb & 
Liesch, 2002; Luostarinen & Welch, 1990), a more in-depth exploration of the BTF’s concept 
of bounded rationality does shed some light on what is likely to be important in influencing a 
firm’s initial transition from a domestic to an international firm. The influence of bounded 
rationality can be seen in one of the change aspects ‘commitment decisions’ highlighted in the 
Uppsala model’s theoretical framework. This aspect describes a change in a firm’s position, 
when a foreign market decision is made on the basis of a decision-maker’s perception of 
opportunities and problems. Johanson and Vahlne (1977) explain that this change aspect 
highlights a firm’s commitment of resources to its foreign operations after an evaluation of 
alternatives based on its existing experience. The authors use the concept of bounded 
rationality to emphasise the dominance of the ‘uncertainty effect’, noting the inability of 
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decision-makers’ to correctly predict market conditions when making commitment decisions. 
In this case, commitment decisions are made only after an evaluation of uncertainty against a 
firm’s level of tolerable risk. 
 
PLACE FIGURE 1 ABOUT HERE 
 
While the Uppsala model focuses on the incremental process of foreign market commitment 
after the commencement of internationalisation, the pre-export model takes a step backward 
to focus on firm activities and development prior to a firm’s initial decision to commit to a 
foreign market (Wiedersheim-Paul et al., 1975; 1978). The pre-export model takes a 
behavioural perspective similar to that of the Uppsala model, focusing on the role of 
organisational learning and knowledge accumulation through an ongoing interaction between 
the firm and its environment. It identifies information factors and decision-maker 
characteristics as the key influences on a firm’s first export commencement decision. 
Underlying the framework of this model is the interaction between the decision-maker, the 
firm and its environment (refer to Figure 2). Here, exposure to stimuli factors may persuade 
the decision-maker and, hence, the firm to consider exporting as a potential strategy (Thomas 
& Araujo, 1985). Such a relationship between stimuli exposure and perception also 
emphasises the influential role of the decision-maker, as his/her characteristics determine 
which stimuli are perceived, how they are perceived, as well as how to react (Miesenböck, 
1988). 
 
PLACE FIGURE 2 ABOUT HERE 
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Despite varying emphasis, both the Uppsala model and pre-export model are underpinned by 
early behavioural research. Tan et al., (2007) acknowledges the similar theoretical 
background of both models and proposes a revision that incorporates both models to provide a 
more complete explanation of the internationalisation process. In this revision, a firm's initial 
export commencement decision is conceptualised as the starting point of the Uppsala model. 
In this instance, a firm transitions for the very first time from a 'state' of pre-export through 
this 'change' (export commencement decision) to become an international firm (refer to Figure 
3). At this point, the firm exits the pre-export model and enters the Uppsala model's 
internationalisation process.  
 
PLACE FIGURE 3 ABOUT HERE 
 
2.3 Initiating an Export Commencement Decision 
As previously noted, according to the pre-export model, an initial export commencement 
decision is influenced by a decision-maker's perception and interaction with export stimuli 
within the business environment. The role of stimuli factors in triggering a firm’s interest in 
internationalisation was first proposed in Aharoni (1966), who argues that the exposure to 
some strong force or potential incentives are likely push a firm to shift its attention abroad. 
Stimuli provide the driving force for a firm’s international expansion by acting as “motives, 
incentives, triggering cues or attention evokers” (Leonidou, 1998:43), and are crucial 
influences towards a firm’s initial involvement and subsequent development in 
internationalisation (Bilkey, 1978; Dichtl, Leibold, Koglmayr & Muller, 1984; Leonidou, 
1995). Stimuli factors have been generally classified into two groups: internal stimuli, 
interpreted as those that arise within the firm, its product and its management characteristics 
(Cavusgil & Nevin, 1981; Aaby & Slater, 1989; Knight & Cavusgil, 1996); and external 
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stimuli, used to describe those domestic and foreign factors that are industry, market and 
environment specific (Liesch & Knight, 2001; Ali, 2004). Stimuli start the decision process 
by acting as sources of information responsible for leading a decision-maker to recognise the 
presence of potential benefits or opportunities for the firm through exporting. 
 
Although this decision process is inherent during the pre-export state, it is important to note 
that there is no certainty that firms being exposed to positive export stimuli will ultimately 
initiate an export commencement decision. Studies have shown stimuli alone to be 
insufficient to guarantee a firm’s engagement with a foreign market (Olson & Wiedersheim-
Paul, 1978; Dichtl et al., 1984). According to research that focuses on export barriers, a 
decision-maker's lack of interest in exporting may be the result of perceived difficulties such 
as limitation in finance and related resources, insufficient understanding and knowledge 
regarding a potential market, insufficient connection with a potential market or customers due 
either to a lack of network ties or a channel of distribution, limitation of a firm’s management 
emphasis or knowledge base, and, operational factors such as exchange rate fluctuations and 
administrative differences (Vivekanandan & Rajendran, 2006; Crick, 2007; European 
Commission, 2007; Ojala & Tyrväinen, 2007;  OECD, 2009). From a behavioural 
perspective, this reflects the more descriptive rather than normative nature of export decision-
making. 
 
In a normative approach, a typical planning process would entail making optimal choices 
through a systematic analysis of information and evaluation to achieve a predetermined goal 
(Ansoff, 1965; Haley & Stumpf, 1989). A descriptive approach, however, would emphasise a 
more spontaneous and improvisational form of decision-making that tends to be adaptive, 
intuitive and heuristics based (Tversky & Kahneman, 1974; Bakken, 2008; Nemkova, 
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Souchon & Hughes, 2012). The descriptive approach is consistent with the BTF in that 
decision-makers in firms rarely make optimal choices and are more often guided by bounded 
rationality (Cyert & March, 1963). Expanding on BTF principles, Hambrick and Mason 
(1984) propose that there are three premises to the decision-making process: first, decision-
makers only scan limited portions of the external environment; next, their observation is 
influenced by their selective perception; and third, stimuli perceived are cognitively processed 
based on the decision-makers' individual beliefs and values. These premises would in turn 
guide the decision-maker's strategic actions and responses.  
 
2.4 Lateral Rigidity and its Impact on an Export Commencement Decision 
In Tan et al.,'s (2007) study, the concept of 'lateral rigidity' is highlighted as a possible 
explanation as to why decision-makers may resist initiating an export commencement 
decision. Lateral rigidity was introduced in an early study by Luostarinen (1979) and it goes a 
step further than simply identifying and explaining internationalisation barriers by placing 
emphasis on decision-making behaviour. It focuses on the 'laterally rigid' behaviour of 
decision-makers when confronted with new opportunities or alternatives that may challenge 
them to change their behaviour (by having to move laterally) rather sticking to the original 
plan (which means moving forward as scheduled). Luostarinen (1979: 44) argues that lateral 
rigidity “adds to the understanding of why all the decisions leading to implementation do not 
necessarily go neatly through the whole process, and why to become exposed to an impulse is 
a necessary but not sufficient condition for the company to become engaged in reaction, 
search and choice.” Lateral rigidity describes a typical feature at every stage of a decision-
making process, which is the result of a firm’s behavioural characteristics causing inelasticity 
in its decision-making behaviour. This can be explained by relating to its four key 
components (refer to Table 1). 
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PLACE TABLE 1 ABOUT HERE 
 
First, ‘limited perception’ is caused by a firm’s unfavourable location that places it in a 
disadvantageous position in terms of information exposure. As noted in Welch and 
Luostarinen (1988), contacts and social interactions are vital to international development and 
in closing the psychic distance gap with foreign markets. This is a view that has received 
extensive support by advocates of the network approach to internationalisation (Hakansson, 
1982; Johanson & Mattsson, 1987; Coviello & Munro, 1997). In this case, being 
geographically isolated means that a firm has fewer opportunities to be exposed to impulses 
triggered through contacts with other firms that may be essential in reducing psychic distance 
barriers. Hallēn and Wiedersheim-Paul (1979), for example, note that the restricted flows of 
information to a firm would have a negative impact on psychic distance.  
 
Next, ‘restrictive reaction to impulses' could arise due to a firm’s poor preparedness. As noted 
in both the TGF and the BTF, a firm is unlikely to exploit opportunities in the business 
environment if it perceives a lack of ability to do so (Penrose, 1959; Cyert & March, 1963). A 
firm with decision-makers who lack international experience or appropriate knowledge is 
likely to be less responsive to stimuli. This is a view widely expressed in studies that have 
explored the impact of internationalisation barriers (Crick, 2007, OECD, 2009). In addition, 
restrictive reaction may be the result of a firm’s satisfaction with its domestic business. For 
example, a firm has less incentive to act on an international business impulse if it is satisfied 
and comfortable with its present position in the market, especially when there is no 
foreseeable threat in sight (Fillis’, 2002).  
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Next, ‘selective search’ relates to a firm’s bias or lack of an efficient search method for 
international business impulses. Luostarinen (1979) proposes that this is relevant for firms 
that are more domestic-oriented as well as for firms whose policies tend to be implemented on 
an ad-hoc rather than proactive basis. For example, if a firm can resolve all its operational 
issues through its domestic operations or local alternatives, then it is unlikely to be involved 
in internationalisation. This behaviour has been noted in studies that explore the managerial 
mindset (Calof & Beamish, 1994; Murtha, Lenway & Bagozzi, 1998). Decision-makers with 
an ethnocentric mindset tend to place more emphasis on a home country orientation in 
relation to implementation of firm strategy, and this impacts on the overall intention and 
willingness to explore international markets (Harveston, 2000).   
 
And finally, ‘confined choice’ relates to a decision-maker’s response to uncertainty and risk. 
Luostarinen (1979) argues that risk averse firms would prefer to use known or preferred 
alternatives in their decision-making and are likely to view any new international 
opportunities as very risky. This is consistent with Vivekanandan and Rajendran’s (2006) 
study, which notes that decision-makers’ perception of difficulties is often an impediment to 
internationalisation. A similar argument is made in Welch and Luostarinen (1988), where 
perceived risks and uncertainties are considered key hindrances to the internationalisation 
process. Another possibility that generates ‘confine choice’ is the lack of decision-makers 
within the firm with suitable experience and knowledge of foreign markets. Holmlund and 
Kock (1995) highlight this issue as a major problem among smaller firms. Luostarinen (1979) 
further states that choice confinement may also result from a perception among decision-
makers that information on foreign markets is either difficult to obtain or is expensive.  
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In the organisational literature, the concept of 'strategic flexibility' describes a firm's ability to 
adapt to changing conditions within the environment through strategic responses and actions 
that would maintain or develop its competitive advantage (Sánchez, 1995; Hitt, Keats & 
DeMarie, 1998; Abbott & Banerji, 2003). A firm's transition from being a non-exporter to an 
exporter (through an export commencement decision) reflects a change in perspective and 
position that exhibits flexibility to accommodate to environmental forces. This tenet relates to 
the view that internationalisation is a strategy process of ongoing change and development 
(Melin, 1992). The moderating role of lateral rigidity, however, shows that this flexibility and 
change is not always a certainty in the export decision process as a firm may not necessarily 
internationalise even though environmental conditions may suggest that it should do so. To 
understand the key factors responsible for firm's unwillingness to commence exporting, we 
study a sample of Australian SMES through a preliminary focus group session and a 
nationwide questionnaire survey designed for the purpose of an empirical analysis. 
 
 
3. Methodology 
 
3.1 Research Design 
The primary purpose of this study is to present a better understanding of the causes of rigidity 
in SMEs export commencement decision. Through our review of the behavioural decision 
process during a firm's pre-export state, we have identified the concept of lateral rigidity as a 
possible explanation for a firm's lack of positive response to favourable export stimuli as well 
as resistance to initiate export commencement. Of date, there has been no attempt at testing 
the proposed components of lateral rigidity empirically, and our objective is to do so through 
factor analysis procedures utilising a sample of Australian SMEs.  
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This study adopts the definition of firm size as set by the Australian Bureau of Statistics, with 
SME being defined as a firm that employs less than two hundred employees (Pink & 
Jamieson, 2000; Trewin, 2001). Studies have established that the decision-making process in 
SMEs tends to differ to that of larger-scaled, multinational corporations (MNCs) (Lu & 
Beamish, 2001; Larimo, 2003). In most SMEs, it is understood that it is usually the CEO who 
is directly responsible for the key strategic decision-making (Hodgkinson, 2005), and this 
relates especially to an internationalisation decision (Hutchinson, Quinn, & Alexander, 2006). 
As noted in Morgan (1997), it is a decision-maker's dominant management logic that would 
influence and determine the export strategy in a smaller firm. As such, although our research 
is focused on understanding SMEs lack of export commencement, our unit of analysis is the 
key decision-maker within each sampled firm. 
 
In our preliminary study, we assessed the pre-export experience of SMEs through a focus 
group discussion and follow up interviews with the CEOs of seven Australian SME’s. Three 
of these firms were exporters and four were not. They were selected from a local business 
association which places a strong emphasis on assisting members to internationalise. The 
exporters were all Uppsala type firms in their internationalisation process (initial foreign 
market entry was through exporting) and none had yet progressed to the FDI stage. These 
firms assisted in understanding the issues behind export commencement and were an 
important element in the development of the items in a subsequent survey questionnaire, 
along with relevant literature sources. Next, we conducted a questionnaire survey to assess 
the pre-export experiences of a sample of Australian SME’s.  
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3.2 Sampling and Questionnaire Survey 
The questionnaire contains 40 questions spread across the four components of lateral rigidity. 
Prior to mailing, the questionnaire was tested both with academics involved in international 
business research and with one of the focus group firms, and after some minor amendments 
(for example, in clarification of some items) was finalised. The questionnaires were mailed 
with a covering letter and return envelope to the CEOs of 4000 Australian SMEs, selected 
randomly from a wide range of industries.  
 
The sample consisted of both exporters and non-exporters in approximately equal numbers so 
as to incorporate the pre-export experiences and views of both categories. The mailing list of 
4000 firms was purchased from a professional listing firm that specialises in sampling. Survey 
respondents were asked to respond to the items using a 5 point Likert scale; 1 = strongly 
agree, 2 = disagree, 3 = neither agree nor disagree or undecided, 4 = agree and 5 = strongly 
agree. As ‘lateral rigidity’ is a concept not yet operationalised in the literature, we frame items 
that asked all participants to consider the extent to which an initial decision to commence 
exporting could be prevented in the presence of a range of issues relating to the four proposed 
components of lateral rigidity.  
 
The returned surveys were inspected for completeness and consistency and a total of 290 were 
useable, of which 189 were from exporting firms and 101 were from non-exporting firms. 
This represents a response rate of about 7%. A possible reason for this low response rate was 
primarily due to error in the mailing list that was purchased as it was very large and contained 
many errors. Many envelopes were returned to sender as the firm had closed, moved or the 
address was simply wrong. However this low response rate was not considered to be a 
problem as according to Alreck and Settle (1995: p.35) direct mail “response rates are often 
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only about 5 or 10 per cent” and such response rates are evident in other large empirical 
studies (eg. Ahmed, Aoieong & Zheng, 2005; Tan & Wisner, 2003; Ward & Zhou, 2006). 
The sample size is also well above the minimum recommended sample size of 100 for factor 
analysis (Hair, Black, Babin & Anderson, 2010). At 290, the sample size is also well above 
the “rule of 200” (Gorsuch, 1983) and is consistent with the “significance rule” (Lawley & 
Maxwell, 1971). 
 
3.3 Factor Analysis 
To address our research question, a two-stage procedure was conducted utilising both 
exploratory and confirmatory factor analyses. The main objective of using exploratory factor 
analysis is data reduction and regrouping, as this allows a dataset to be better understood 
through the summarising and categorisation of information into a reduced number of 
representative factors (Ticehurst & Veal, 2005; Zikmund, 2013). First, the original 40 items 
in the dataset were analysed through exploratory factor analysis using SPSS. The procedure 
extracted a total of 4 factors with 17 retained items.   
 
Next, a confirmatory factor analysis was conducted using AMOS to assess the relationship 
between factors and their corresponding items in terms of how well they ‘fit’ the collected 
data (Hair et al., 2010). An evaluation of the fit indices showed a mixed result, so to improve 
the overall model fit, items with low standardised regression weights and high cross-loadings 
were removed. The procedure retained 4 factors and 15 corresponding items, with most items 
having a factor loading of above 0.7. AMOS fit measures shows fit indices to be within good 
to acceptable threshold. The Normed Chi-Square is 2.912, CFI is 0.944, IFI is 0.944, TLI is 
0.929, RMR is 0.08 and RMSEA is 0.08. The factors are labelled as: 'domestic orientation' (α 
= 0.888), 'limited stimuli' (α = 0.824), 'limited knowledge and experience' (α = 0.887) and 
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'inertia' (α = 0.874). Figure 3 illustrates the measurement model while Table 2 details the 
factors and their corresponding items.  
 
PLACE FIGURE 4 AND TABLE 2 ABOUT HERE 
 
 
4. Discussion and Implications 
 
Using factor analysis to test the components of the lateral rigidity concept, the result suggests 
that there are four factors that could account for rigidity in a firm's export decision behaviour. 
According to our sample, these factors are responsible for potentially moderating the positive 
impact from export stimuli, and thereby, may explain the idiosyncratic nature of decision-
making and why firms would resist incentives and opportunities presented by stimuli and 
choose not to commit export sales to a foreign market.  
 
4.1 Domestic Orientation  
The items in this factor highlight a decision-maker's lack of response to positive stimuli due to 
strong operational commitment of the firm within the domestic market. This factor is 
consistent with studies that explore ethnocentric tendencies in decision-makers, noting that 
such decision-makers tend to be focused more on resolving domestic market issues rather 
than in investigating potential international opportunities (Perlmutter, 1969; Murtha, Lenwas 
& Baggozi, 1998). This factor affirms the influence of a firm's domestic orientation in 
preventing export commencement, which is an issue that has been noted in 
internationalisation research. For example, Westhead, Wright and Ucbasaran (2001) state that 
firms with a strong focus on the local market would tend to lack a strong export interest. Also 
highlighted in this factor is the possibility that the decision-maker may be unable to allocate 
resources to respond to any export stimuli due to the firm being already fully committed to 
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domestic operations. Consistent with TGF principles as well as requirements for strategic 
flexibility, a firm's inability to deploy resources would mean an inability to adapt and respond 
accordingly to environmental conditions (Fombrun & Ginsberg, 1990; Hitt et al., 1998).  
 
4.2 Limited Stimuli  
The items in this factor highlight a decision-maker's limited perception of, or lack of attention 
given to export stimuli. The possibility for this type of behaviour to emerge could be due to a 
number of reasons. Relating to Luostarinen's (1979) original explanation, a firm that is 
unfavourably located may result in its inability to access suitable information. Firms that are 
located in disadvantageous or isolated positions would have limited contacts and social 
interactions with sources that are vital to their potential international development or in 
reducing psychic distance barriers (Hallēn and Wiedersheim-Paul, 1979; Welch & 
Luostarinen, 1988). Another reason is that a decision-maker's lack of attention to stimuli 
could arise due to strong domestic orientation. As can be seen in the measurement model of 
the confirmatory factor analysis (refer to Figure 4), the correlation between 'limited stimuli' 
and 'domestic orientation' is 0.5, which would suggest a medium to high level of dependency 
between the factors. As previously discussed, an ethnocentric decision-maker is less likely to 
pay attention to foreign market opportunities (Harveston, 2000). It is also possible that a 
decision-maker's limited perception of stimuli could be responsible for a firm's domestic 
orientation as there is no perceived incentive to commence exporting. 
 
4.3 Limited Knowledge and Experience  
The items in this factor highlight a decision-maker's lack of response to positive export 
stimuli due to perceived deficiencies. In this case, a decision-maker may be concerned that 
there is limitation in terms of suitable knowledge, experience and expertise to adequately 
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handle export-related activities. The underlying rationale for this factor can be traced back to 
TGF and resource-based research, which has noted the difficulty in exploiting opportunities 
when a firm suffers from resource or capability constraints (Penrose, 1959; Amit & 
Schoemaker, 1993; Teece, Pisano & Shuen, 1997). Studies in this research area have 
highlighted issues that are consistent with the items retained in this factor, for example, in 
Karagozoglu and Lindell (1998) and Khalid (2009). Relating to Australia, EFIC’s (2008) 
study has similarly raised the problem of inadequate market knowledge as being one of the 
most important explanations behind local SMEs' failure to internationalise. On the whole, this 
factor is also complementary to the key principles highlighted in the BTF and in the Uppsala 
model, that limited knowledge and experience creates uncertainties that may impact on a 
firm’s internationalisation commitment (Cyert & March, 1963; Johanson & Vahlne, 1977). 
An additional point to note is that our analysis result sees a strong correlation of 0.59 between 
this factor and 'domestic orientation', which would suggest that a firm's limited knowledge 
and experience could be responsible for its focus on the domestic market, or conversely, a 
firm's domestic orientation may result in its deficiencies in knowledge and experience that is 
required for export commencement.   
 
4.4 Inertia  
The items in this factor highlight a decision-maker’s lack of response to export stimuli due to 
likelihood of being satisfied with the firm’s current state and/or due to perception that the firm 
does not need to change its current method of operation despite the presence of suitable 
opportunities. As noted in the literature, this form of rigidity in decision behaviour often 
arises when a firm's operation becomes routine, structured and habitual (Rosman, Lubatkin & 
O'Neill, 1994; Feldman & Pentland, 2003). In management studies, this behaviour is labelled 
as 'inertia', which describes the tendency among some organisations to resist change and 
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restrict responses to their external environment (March & Simon, 1958; Hannan & Freeman, 
1977), where "precedents... become normative standards" (Hannan & Freeman, 1984: 149), 
especially "if the firm is performing well" (Fredrickson & Iaquinto, 1989: 518). In this case, a 
decision-maker's satisfaction with familiar routines would make any significant adjustment in 
the firm's strategy (such as export commencement) difficult. Lant, Milliken and Batra (1992) 
note that for a firm that is impacted by inertia, a strategic change is likely to occur only when 
it is pressurised with threat-related stress that may result in a decline in performance. In their 
recent study, Dowling, Liesch, Welch and Welch (2012) note the important moderating 
influence of inertia in the internationalisation process and suggest the inclusion of this 
concept in the Uppsala model to extend its state-to-change transition mechanism. Our study 
shares a similar perspective as the analysis shows inertia to be a key hindrance in a firm's 
export commencement decision. In addition, it should be noted that our analysis highlight the 
possibility of 'inertia' being the result of a firm's strong 'domestic orientation' (or vice versa) 
as the correlation of these two factors is strong at 0.62 (refer to Figure 4).      
 
4.5 Contributing to the Literature 
This study provides several contributions to the internationalisation literature. First, it 
advances the state-to-change mechanism proposed in the Uppsala model (Johanson & 
Vahlne, 1977) by operationalising the decision behaviour component. In this case, we present 
an empirical analysis that investigates the key factors that are responsible for causing rigidity 
in a firm's initial state-to-change transition through an export commencement decision. 
Second, the pre-export model was originally conceptualised in the 1970s (Wiedersheim-Paul 
et al., 1975; 1978) but has not received significant research advancement other than in a case 
study by Caughey and Chetty (1994). We operationalise an aspect of the model by looking 
into the proposed relationship between export stimuli and a firm's export decision, and our 
 23 
analysis identifies factors that may explain why exposure to stimuli may not necessarily 
result in the firm's export commencement. And third, we investigate the concept of lateral 
rigidity as a possible cause for the inelasticity and inflexibility in a firm's export decision 
behaviour. Of date, lateral rigidity has not received much attention in the literature but based 
Tan et al.'s (2007) proposal, the concept is complementary to the Uppsala model and pre-
export model in relation to its conjecture on a firm's failure to internationalise. In this case, 
we operationalise the components of lateral rigidity as highlighted by Luostarinen (1979) to 
assess why some SMEs would prefer to remain in a pre-export state despite the well-
recognised incentives of participation in export activity. Overall, this study provides not only 
an expanded explanation of SMEs export commencement decision behaviour but also 
addresses some previously overlooked issues in the internationalisation literature. 
 
 
5. Conclusion 
 
5.1 Limitations 
Some limitations of the sampling and data collection method should be noted. First, the 
questionnaire survey was conducted using only a single informant source from each 
participating firm, and despite this being a common approach in survey research, there is still 
a concern that such data could be subject to personal bias or misunderstanding (Schuman & 
Kalton, 1985; Smith & Dainty, 1991; Currall & Towler, 2003). Next, when collecting data 
from exporting firms in the sample, the questionnaire relied on the respondents' recollection 
of past events when their firms were still in a pre-export state, and this could raise a potential 
issue regarding accuracy (Kim & Hwang, 1992; Weingardt, Toland & Loftus, 1994; 
Highhouse & Bottrill, 1995). Also, the response rate for the questionnaire survey was quite 
low. Despite these limitations, it should be stated that all appropriate measures were taken to 
 24 
minimise sampling and data collection bias, and to ensure their adherence to the required 
guidelines for using factor analysis. 
 
Another potential limitation to highlight is the use of behavioural internationalisation theories 
to form the theoretical underpinnings for this study, most notably in adapting the Uppsala 
model's state-to-change mechanism to explain a firm's transition from its pre-export state 
towards export commencement. To date, there have been several notable criticisms regarding 
the Uppsala Model such as its deterministic assumptions and its emphasis on a gradual 
approach to internationalisation (Reid, 1983; Turnbull, 1987). With the growing research 
interest and attention given to the internationalisation of born global firms since the 1990s, the 
gradual internationalisation approach has often come under scrutiny (Oviatt & McDougall, 
1994; Bell, 1995). However, despite persisting debate, gradual internationalisation remains a 
supported theoretical approach (Barkema & Drogendijk, 2007). Notably, studies conducted 
on SMEs in the Australian wine industry have concluded that those successful exporters that 
were able to survive international downturns were those that took a gradual approach to 
internationalisation (ACIL, 2002; Wickramasekera & Oczkowski, 2006). Moreover, there is 
agreement among a substantial number of researchers that the Uppsala model provides a good 
assessment of firms in the early stages of internationalisation (Johanson & Vahlne, 1990; 
Melin, 1992), and this supports the rationale of this study as our analysis is focused only on 
the initial transition phase of internationalisation when an export commencement decision is 
made. 
 
5.2 Future Research Directions 
As earlier noted, a limitation of this study is the relatively small survey response rate and 
sample size, plus the fact that this research is conducted within Australia and utilises a sample 
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that consisted of only local firms. A project of this nature could benefit from a much larger 
sample to improve validity and generalisability, preferably one that is conducted 
internationally across different countries. Future studies may consider either a replication of 
this research in specific countries or even to adapt this project to a larger-scaled cross-country 
analysis. Such studies can be used both to check the validity of the analysis presented here as 
well as to understand whether the factors responsible for rigidity in an export commencement 
decision may actually vary across different countries. 
 
Next, this study has only focused on a general export market entry mode without 
distinguishing between direct exporting and indirect exporting. As firms that are engaged in 
their international markets through direct exporting may exhibit a higher level of control and 
resource commitment than firms that are only exporting indirectly through an intermediary 
that is located within its domestic market (Hessels & Terjesen, 2010), it is possible that both 
direct and indirect exporters may have different perception of causes of rigidity in an export 
commencement decision. Future research should takes this into consideration and attempt to 
make a comparison between direct and indirect exporters in the analysis. 
 
Last but not least, future research can expand on this study through the use of other analytical 
methods. This study aims only to provide a better understanding of rigidity factors 
encountered by decision-makers during a firm's pre-export state by empirically testing 
concepts that have been proposed in the literature. It does not attempt to assess whether the 
perception of rigidity may vary across different groups within the sample (for example, 
between respondents who are exporters and respondents who are non-exporters). Future 
research may consider the use of regression analysis to assess whether there is any significant 
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difference between these groups in relation to their perception of causes of rigidity, as this 
could provide further insight into the export decision process. 
 
5.3 Concluding Note 
The key issues raised and explored in this paper represent an attempt at understanding the 
causes of rigidity in SMEs initial export commencement decision. The study adopts theories 
and concepts published in the behavioural internationalisation literature and proposes that the 
transition of a SME from its pre-export state towards an export commencement decision is 
akin to the state-to-change transition as described in the Uppsala model. Our analysis 
highlights 'domestic orientation', 'limited stimuli', 'limited knowledge and experience' and 
'inertia' as factors that moderate an export commencement decision. This paper aims both to 
contribute to SME-based research and to present an empirical study that focuses on a 
previously neglected area of internationalisation research, that is, the decision behaviour of 
SMEs during their pre-export state. Our study concludes by highlighting potential issues that 
can be further explored in future research into the export decision process. 
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Change Aspects State Aspects 
Original Uppsala Model 
 
Figure 1: Uppsala Model’s Theoretical Framework (Johanson & Vahlne, 1977) 
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Figure 2: Pre-Export Model (Wiedersheim Paul et al., 1975  
as simplified in Tan et al., 2007) 
 
 
 
 
 
 
 
 
 
Figure 3: Firm's Initial Export Commencement Decision 
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Figure 4: 4-Factors Measurement Model 
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Table 1: Proposed Components of Lateral Rigidity (Luostarinen, 1979) 
 
COMPONENT DESCRIPTION 
1) Limited Perception Minimal stimuli perceived from the environment due to 
unfavourable impulse exposure position, inactive search, and/or 
limited span of attention for perception. 
2) Restrictive Reaction Inability or unwillingness to react to perceived impulse due either to 
lack of ability or perceived satisfaction. 
3) Selective Search Problem-oriented, simple-minded and/or biased search that result in 
limited stimuli exposure. 
4) Confined Choice Choice to act is confined due to uncertainty avoidance and/or risk 
aversion. 
 
 
 
 
Table 2: Factors & Retained Items 
1) Domestic Orientation  
• All our resources are already committed to domestic use, so we can’t react to any 
favourable stimuli factors. 
• We do not see any foreseeable threats in our domestic operations, so we do not see the 
need to commence export operations. 
• Our organisational goals at this stage are domestic-oriented, so we have no plans for 
international expansion. 
• We might be interested to export in the future, but not at this stage. 
• We are busy now and we will think about it later. 
 
2) Limited Stimuli  
• We are too preoccupied with the domestic market. 
• We do not really pay attention to export stimuli. 
• We have not been aware of any favourable export stimuli. 
 
3) Limited Knowledge & Experience  
• We lack the appropriate knowledge to be involved in export activities. 
• We lack the appropriate experience to be involved in export activities. 
• We lack managers who are familiar with international markets and how they work. 
• We have never been involved in exporting, so it might be costly for us to prepare 
ourselves for export operations. 
 
4) Inertia  
• We are happy with the way things are. 
• We are satisfied with our sales and profits. 
• We do not see the need to change our operations method. 
 
